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1. How does Dell’s business model reflect the changes that took place in the PC industry?

The introduction of the PC changed the structured of computer industry from one based on vertically-integrated production to one characterized by horizontal ‘slices’ in which companies focused their production on a distinct segment of the value chain.


This new horizontal structure enabled other companies to manufacture their own IBM-PC clone machines.  These PC manufacturers largely used indirect sales channels (resellers and retailers) to distribute the computers.


Open competition largely squeezed higher profits out of all but two highly concentrated ‘slices’ – operating systems and chips (microprocessors). 


Dell introduced its model seeking to bypass the dealer (reseller/retailer) channels by selling products directly to customers, thereby eliminating the resellers’ markup and the costs and risks of carrying finished goods inventory and enhancing customer intimacy.

1976
Apple Computer first PC manufacturer

1980-1
IBM PC introduced

1983
IBM market share up to 42%, Apple down to 20%

1984 
Dell founded as made-to-order PC company
1987 
First PC company to offer next-day, on-site service

UK subsidiary open

1988
Segmentation of customers in organizational design


IPO

1990
Ireland (Limerick) plant open

1991
First Dell laptop

1993
Top-five PC maker



Australia and Japan subsidiaries open

1996
Malaysia (Penang) plant open

1998
China (Xiamen) plant open

2. What are the key differences between the Japanese PC manufacturers mentioned in the case and Dell?

Japanese manufacturers could be generally characterized as believing that they could establish themselves in the US PC market by virtue of:

(1) their marketing position – their brand name recognition, and especially

(2) their vertically integrated production capacity – their established position as PC component manufacturers.

However, as mentioned above, the computer industry had increasingly become one characterized less by vertically-integrated production and more by horizontal ‘slices’ – in which some companies focused their production on a distinct segment of the value chain, and other companies on the manufacture of their own IBM-PC clone machines consisting of the component products of other companies.  PC manufacturers largely used indirect sales channels (resellers and retailers) to distribute the computers.  Dell instead sought to bypass the dealer (reseller/retailer) channels by selling products directly to customers, thereby eliminating the resellers’ markup and the costs and risks of carrying finished goods inventory and enhancing customer intimacy.

3. What can you say about Dell’s value discipline?

Dell’s primary value discipline was that of customer intimacy – made-to-order computers (versus standardized models), initially; then made-to-order computers, plus one-day, on-site service; and finally direct sales, service and online ordering/services, including Premier Pages for corporate customers.


Additionally, after establishing its online storefront/services, Dell further harnessed the power of the internet to increase its operational excellence through such methods as Valuechain.dell.com, with which they were able to better communicate and interact with suppliers.

4. What is the Dell Direct Model?

Why is it successful?

What are the key conditions for its success?


For the most part, see above three answers.  The direct model is to bypass resellers/retellers and to deal directly with customers.  This was largely successful because of the changed structure of the PC market (horizontal versus vertical organization) and increased computer literacy/comfort with computers.

5. What are the key differences between transaction and relationship customers?


Transaction customers focus on the economics of the purchase and focus on the product.  Many transaction customers are new computer owners who look for the most affordable computer and are unfamiliar with computers therefore preferring more personal interaction with sales persons – two significant reasons that these customers are not necessarily Dell’s most successful or target population.


Relationship customers focus on the ‘total cost of ownership’ over the life of a computer system, in other words including service, reliability, reputation and standardization, with economics and price of the transaction being only one of several concerns and typically a secondary concern.  Dell’s product and services are by their nature responsive to customer’s needs, and therefore address the ‘total cost of ownership’ through direct relationships with customers rather than being mediated by vendors.

6. In what ways does the Internet enhance the Direct Model?  

What benefits does it create for Dell and for its customers?

Again, see above for fuller details.  Basically, the internet enhances the direct model by allowing customers to directly manipulate preferences rather than to do so via telephone, as well as allowing for collection of customer data and personalization of the shopping experience.  Finally, the internet also allowed for greater customer support services, such as the Premier Pages, and for increased operational excellence, such as through Valuechain.dell.com.

7. You have been assigned the job of designing the Dell Premier Pages.  

What functionality should they have?  

How will they create value for Dell and its customers?

Dell Premier Pages should allow customers to configure computers for purchase and quote prices of various configurations, allow order tracking, allow on-line management of assets.  Again – see above – the Premier Pages further enhance customer intimacy and operational excellence.

